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SUB J : U.S. BANK OPTS OUT OF LOAN TO BRAZIL 

1 . ACCORDING TO CENTRAL BANK DIRECTOR FERNAO BRACHER AND 
MORGAN GUARANTY REPRESENTATIVE ROBER BARBOUR, MORGAN 
GUARANTY DECIDED NOT TO PARTICIPATE IN A SYNDICATED 
ERODOLLAR LOAN FOR LIGHT SERVICOS DE JURISDICTION IN CASE OF 
OF DEFAULT OR OTHER DEVELOPMENT REQUIRING LEGAL 
SETTLEMENT. THE LOAN AMOUNTED TO $150 MILLION, WAS GUARANTEED 
BY THE GOVERNMENT OF BRAZIL, AND WAS SIGNED IN MID-DECEMBER 

IN DUSSELDORF, AT THE HEADQUARTERS OF WESTDEUSCHE LANDERBANK 
GIROZENTRALE, THE BANK THAT COORDINATED THE SYNDICATION. 

2. BARBOUR ACKNOWLEDGED TO FINATT THAT MORGAN'S LEGAL DEPARTMENT 
DECIDED TO INVOKE RELEVANT PORTIONS OF THE FOREIGN SOVEREIGNITIES 
AND IMMUNITIES ACT OF 1976 TO INSIST THAT NEW YORK COURTS 

BE EXPLICITLY DESIGNATED AS HAVING LEGITIMATE JURISDICATION 
IN THE EVENT OF LEGAL PROCEEDING ARISING UNDER THE LOAN TO LIGHT. 
BRACHER SPECIFICALLY POINTED OUT THAT MORGAN TOOK THE INITIATIVE 
TO QUOTE CHANGE THE RULES AND END QUOTE. HE EXPLAINED THAT UNDER 
BRAZILIAN LAW BRAZIL CANNOT ACCEPT THE LOSS OF SOVEREIGNTY 
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IMPLIED BY THE PROVISION MORGAN WANTED. 

3. MORGAN GUARANTY IS ONE OF THE THREE LARGEST U.S. BANKS 
LENDING TO BRAZIL AND ITS WITHDRAWAL FROM THE LOAN TO LIGHT 

IN LATE STAGES JUST PRIOR TO SIGNING HAS RAISED QUESTIONS REGARDING 
THE ATTITUDE OF FOREIGN BANKS TOWARD BRAZIL. FRONT PAGE 
REPORTING BY THE GAZETA MERCANTILE HAS SERVED TO BRING THE MATTER 
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BEFORE THE PUBLIC, SOMEWHAT TO THE DISPLEASURE OF BOTH MORGAN 
GUARANTY AND THE CENTRAL BANK. PRESS REPORTS THAT CITY BANK 
AND CONTINENTAL ILLINOIS ALSO PULLED OUT OF THE LIGHT LOAN 
HAVE PROVEN TO BE INCORRECT. CITY BANK DID NOT PARTICIPATE BUT, 
ACCORDING TO ITS REPRESENTATIVE, FOR REASONS OTHER THAN LEGAL 
QUESTION RAISED BY MORGAN. CONTINENTAL ILLINOIS DID 
IN FACT PARTICIPATE IN THE LOAN TO LIGHT. BARBOUR HAS SAID THAT 
A FRENCH BANK EXPRESSED SYMPATHY WITH MORGAN'S POSITION BUT 
THAT OTHER BANKS HAVE NOT DECLARED THEMSELVES ON THE ISSUE. 

4. BOTH BARBOUR STRESSED A NEED FOR SERIOUS TALKS TO RECONCILE 
THEIR POSITIONS. MORGAN GUARANTY OFFICIALS FROM NEW YORK 
ARE SCHEDULED TO MEET WITH THE CENTRAL BANK IN BRASILIA ON 
JANUARY 11. 1978. THE MORGAN REPRESENTATIVE IN SAO PAULO 

HAS STATED PUBLICLY THAT HIS BANK PLANS TO CONTINUE LENDING 
TO BRAZIL AND THAT THE CURRENT PROBLEM AFFECTS ONLY LOANS TO, 

OR GUARANTEED BY, THE GOB ITSELF. MORGAN RECENTLY 
PARTICIPATED. FOR INSTANCE, IN A LOAN TO TELESP WHICH WAS 
GUARANTEED BY TELEBRAS. ON THE OTHER HAND, BRACHER AND BARBOUR 
AGREED THAT MORGAN SHOULD NOT TAKE PART IN A $200 MILLION LOAN 
CURRENTLY BEING ORGANIZED BY MANUFACTURERS' HANOVER FOR FEPASA. 

THE CENTRAL BANK IS ANXIOUS TO AVOID ANOTHER INCIDENT AND POSSIBLE 
NEGATIVE REPERCUSSIONS ON BRAZIL'S 

RELATIONS WITH THE INTERNATIONAL FINANCIAL COMMUNITY. BRACHER 
STRESSED TO FINATT. HOWEVER, THAT THE CENTRAL BANK HAS NOT QUOTE 
SUSPPENDED END QUOTE BORROWING FROM MORGAN GUARANTY 
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(AS REPORTED IN THE PRESS) BUT RATHER WANTS FIRST TO HOLD 
DISCUSSIONS ON THE OUTSTANDING CIMPLEX LEGAL QUESTIONS 
RAISED BY MORGAN'S WITHDRAWAL FROM THE LOAN TO LIGHT. 

5. EMBASSY COMMENT: IT IS OBVIOUSLY IN THE INTERESTS OF 
BOTH BRAZIL AND THE FOREIGN BANKS TO RESOLVE THE ISSUE OT 
LEGAL JURISDICTION OVER LOANS TO BRAZIL AS EXPEDITIOUSLY AS 
POSSIBLE. BRAZIL’S LARGE FOREIGN DEBT MADES IT PARTICULARLY 
SENSITIVE TO ISSUES SUCH AS THIS IN PART BECAUSE OF THIER 
POTENTIAL FOR DISTORTION AND MISLEADING IMPRESSIONS IN PRESS 
COVERAGE. THE MOTIVES BEHIND MORGAN GUARANTY'S INITIATIVE ARE 
NOT CLEAR. IT MAY BE SIMPLY A MOVE TO FURTHER MINIMIZE THE RISK 
OF LENDING TO BRAZIL. HOWEVER, THE EXISTENCE OF 
CONSIDERABLE INTERNATIONAL LIQUIDITY AND CONTINUED SLUGGISH 
LOAN DEMAND IN THE US AND EUROPE SUGGESTS THAT BRAZIL IS IN 

A STRONG BARGAINING POSITION. NOT ONLY DOES ITS LAW APPARENTLY 
PRECLUDE ACCEPTANCE OF FOREIGN LEGAL JURISDICTION OVER LOANS 
TO THE GOB, BUT ALSO BRAZIL HAS BEEN WORKING SLOWLY AND SUCCESSFULLY 
TO EXTEND THE MATURITIES AND REDUCE INTEREST AND SERVICE COSTS 
OF ITS RECENT FOREIGN BORROWING. THESE FACTS SUGGEST THAT MORGAN 
GUARANTY MAY HAVE TO BACK OFF FROM ITS DEMANDS IF IT WISHES 
TO MAINTAIN ITS POSITION AS ONE OF THE LEADING LENDERS TO BRAZIL. 
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ON THE OTHER HAND. THE CENTRAL BANK WANTS TO SETTLE THE MATTER 
AS QUICKLY AS POSSIBLE AND WITH A MINIMUM OF ADVERSE IMPACT ON 
BRAZIL'S ABILITY TO CONTINUE TO RAISE SUBSTANTIAL FOREIGN LOANS 
TO FINANCE THE STILL SIZEABLE CURRENT ACCOUNT DEFICIT AND DEBT 
SERVICING BURDEN. 

JOHNSON 
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